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BRUNEI: KEY ECONOMIC INDICATORS 
1987 
1984 1985 1986 Projections 

Domestic Economy 
Population (thousands, mid-year 

estimate) 216 222 226 n/a 
Gross domestic product ($ million) 3,730 3,422 2,943 3,060 
GDP Growth Rate (Percent) 1.0 -8.3 -14 4 
Real GDP growth rate in 
constant 1974 prices s3 -0.3 n/a n/a 
Per capita GDP 17,845 15,278 13,138 13,663 
Consumer price index (end of period, 

1982 = 100) 104.1 105.2 107.6 109.9 


Balance of Payments 

Exports (fob, $ millions) 3,096 2,926 2,213 2,338 
Imports (cif, $ millions) 605 612 625 650 
Merchandise trade surplus ($ millions) 2,491 2,314 1,588 1,688 


Foreign Exchange Reserves ($ billions) 
Crude oil production (thousand 
barrels per day, average) 


Exchange rate (average for year) 


Principal imports ($ millions) 

Food and live animals 96 89 n/a n/a 
Industrial machinery 102 74 n/a n/a 
Motor vehicles 60 55 n/a n/a 
Scientific instruments 24 27 n/a n/a 
Iron and steel bars and pipes 44 24 n/a n/a 


Principal exports ($ millions) 
Crude oil 1,745 1,614 903 1,018 


Natural gas 1,297 1,264 1,260 1,260 
Petroleum products ay 45 50 60 


U.S. - Brunei Trade in 1985 (According to Brunei Government figures) 
U.S. exports to Brunei were about $95 million C.I.F. 
U.S. imports from Brunei were about $217 million F.O.B. 
Trade Balance of $122 million in favor of Brunei 
U.S. share of Brunei's exports was 5.5 percent 
U.S. share of Brunei's imports was 15 percent 


Principal U.S. exports (1985): Petroleum equipment, agricultural products 
Principal U.S. import (1985): Oil 


All figures for 1986 and 1987 are estimates. 
Brunei has no foreign debt. 





EXECUTIVE SUMMARY 


The outlook for Brunei's economy in 1987 is cautiously 
optimistic with a number of factors contributing to the 
improvement including higher oil prices, increased government 
spending, and business confidence in a new cabinet that took 
office in October 1986. Oil production for 1987 will probably 
be slightly reduced from 1986 levels in line with the 
Government's policy of conserving the resource. The 
construction sector is on the rebound, there will be increasing 
competition in the retail sales sector, agricultural imports 
will continue to be strong, and a number of major projects are 
heading towards the tender stage. 


The 1986 oil price plunge caused Brunei's GDP to drop by about 
14 percent, but the large number of government employees and 
government spending cushioned the impact on the average 
Bruneian citizen and business. The Kuala Belait/Seria region 
where Brunei's oil industry is located felt most of the impact 
from the oil price drop and is expected to remain in a 
recession in 1987. 


For U.S. businessmen and exporters, best prospects include U.S. 
agricultural products, educational materials, and franchising, 
especially fast food franchises. Future trade promotion events 
include a catalog show for educational materials and an 
agriculture exhibition where the US Embassy and the USDA Trade 
Office in Singapore will have a stand. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


In terms of current Brunei dollars, Brunei's GDP is estimated 
to have fallen by about 14 percent in 1986 (all years in this 
report are calendar years as the Brunei fiscal year corresponds 
to the calendar year) after a decline in 1985. These declines 
are entirely due to falling oil prices. The Embassy's estimate 
is that the GDP will rebound by about four percent in 1987. 
This estimate is based upon conversations with local bankers, 
traders and analysis of government spending in the nation's 
five year plan. 


Figures on Brunei's economy are often misleading because of the 
importance of the oil sector. In 1985, the petroleum sector 
accounted for about 64 per cent of the GDP and over 99 per cent 
of the export revenues. Thus GDP is determined more by the 
international oil market -- which determines the pace of 
production from the wells, subject to government policies on 
conservation of energy resources, and affects the prices 
received -- than by domestic economic activity. In the past 
the petroleum sector was an even greater determinant of GDP: 
the peak in recent years was 80 percent of GDP in 1980. The 
dominance of the petroleum sector has meant that recent overall 
GDP growth performance by Brunei has been poor because of the 
oil price decline and resource conservation policies of the 
Brunei government that have limited production. 


A substantial amount of economic activity in areas outside the 
petroleum sector is directly dependent on the petroleum 
industry. Brunei Shell, currently the sole oil producer in 
Brunei though not the sole lease-holder, has expanded local 
procurement and employment although overall levels of capital 
and operating expenditures have been steadily reduced over the 
last four years. The Manager of Brunei Shell stated in 
December 1986 that the firm must pay maximum regard to 
operating and capital costs in the future in face of uncertain 
oil and gas prices. 


The non-oil sectors, however, are much more dependent on 
government spending than on the oil sector. As the following 
chart shows, non-oil economic growth has been strong, and 
unrelated to overall levels of GDP change, which reflect mainly 
changes in the petroleum sector. 


Overall Real GDP Growth and Non-oil Sector Growth 
(percent change from previous year) 
1981 1982 1983 1984 1985 
Real GDP growth -19.8 3.9 0.5 0.3 -0.3 
Non-oil sector growth 4.8 18.5 -0.4 8.0 4.7 
Note: 1984 and 1985 are estimates. 
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Government projects, a major support for the construction and 
other sectors of the economy, slowed beginning in 1983 and 
continued soft through 1984 and 1985 as the pre-independence 
building boom came to an end. The outlook for projects began 
to pick up at the end of 1986 and local businessmen are 
optimistic for 1987 and 1988. This slowing of'demand from both 
the oil and government sectors, with its "ripple" effect 
multiplied through the economy, has meant the business 
atmosphere since 1983 has been markedly less buoyant than in 
the boom years of 1980-82. The government's objective is not 
rapid growth, which could be disruptive given Brunei's limited 
labor supply, but stable growth. 


GOVERNMENT 


In October 1986 the Sultan reorganized the cabinet and created 
a more rational distribution of responsibilities among 
Ministers, a change that increased confidence in the local 
business community. Local business leaders believe that under 
the new cabinet bureaucratic efficiency will improve, decisions 
on major projects and diversification efforts will be made, and 
business activity will increase. 


The Brunei Government, of course, affects the economy in a 
number of ways other than through public works spending. For 
example, some 40 percent of the working population are employed 
by the government, meaning that a majority of Brunei citizens 
work for the government since about 30 percent of the labor 
force is non-citizen, few of whom have government jobs. 

Another eight percent of Bruneian citizens work for Brunei 
Shell, whose compensation programs are similiar to those of the 
Brunei Government. Thus a substantial percentage of the work 
force receives stable salaries not subject to changes in 
economic conditions, leading to relative stability in consumer 
spending for a number of product categories. 


Government spending in total has been growing substantially. 
After averaging annual increases of nearly 20 percent over the 
period 1977-82 to B$1.7 billion in 1982, expenditures ballooned 
to B$4.4 billion in 1983 because of spending in preparation for 
independence (celebrated on National Day in February 1984). 
Spending in 1984 and 1985 was about B$3.2 billion each year. 

In 1985 Brunei's revenue was estimated at B$7 billion, so the 
surplus of revenue over expenditure was B$3.8 billion. 


The Government also is an important actor in the economy in its 
attempts to increase the ethnic Malay citizens' participation 
in the private sector, which now is controlled largely by 
ethnic Chinese residents and citizens. Various means are used 
to accomplish this. Government procurement and contracting 
policies favor suppliers owned by citizens (so-called 
"bumiputra" policies), as do the policies of Brunei Shell. 
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The Brunei Government gives incentives, such as loans at 
special rates, to budding bumiputra businessmen. Non-citizens 
cannot own land, a problem resolved with seven year leases, the 
maximum time for lease agreements in Brunei. (Technically, no 
land is held with a free title, even by citizens; land is 
"alienated," i.e., assigned by the sultan to specific people 
for specific uses for specific periods. Any change, whether it 
be the people involved or the use or the duration, must be 
approved by the Sultan. The Sultan has on occasion granted use 
of land in perpetuity, a condition that is close to free 
title.) Occasionally, it has been simply mandated that some 
type of business will be reserved for or have obligatory 
participation by citizens. 


PETROLEUM 


Local sources predict that Brunei's oil production for 1987 
will be down slightly from 1986 levels, in response to the 
Government's policy of cautiously developing the resource. In 
a December 1986 speech the manager of Brunei Shell stated that 
the firm is keeping close control on costs in the face of an 
uncertain and volatile oil market. With the constraints on 
Brunei Shell's budget, the outlook for the Seria/Kuala Belait 
area where Brunei's oil industry is located is continued 
recession. 


Brunei continues to deliver slightly over 5 million tons of 
liquified natural gas each year to Japan under a contract that 
expires in 1993. In the event of contract non-renewal, in 1993 
deliveries would be scaled down through a series of agreements 
until 2008, when the deliveries would finally stop. Local 
sources say that negotiations on the LNG contract will take 
place in 1987. 


In a major move that followed two years of negotiation, the 
government increased its stake in the liquified natural gas 
company be acquiring a 50 per cent share in LNG SDN Bhd (up 
from 33 1/3rd per cent). The remainder of the shares are 
jointly held by Mitsubishi and Shell. The Government also 
acquired a 50 per cent interest in the new company Brunei Shell 
Tankers Sdn Bhd. that has a fleet of seven LNG tankers that 
transport the LNG to Japan. 


In December 1986,the Bruneian firm Jasra Petroleum announced a 
new joint venture with Elf Aquitaine of France. The joint 
venture, named Jaspet-Elf, is shooting seismic readings in 
April-May 1987 with plans to drill an exploratory well in 
October-November time period. The firm plans to drill a second 
well in 1988. 





CONSTRUCTION 


The construction industry, usually the most important sector in 
the economy after oil and the government, has been on a roller 
coaster ride during the last six years. Although average 
growth over the period 1981-85 appears quite healthy at over 5 
percent a year, annual statistics show volatile industry 
conditions: 


Real Value of Construction Sector Output 
(percent change from previous year) 


1980 1981 1982 1983 1984 
48.9 14.1 19.0 -7.9 7.8 


A number of big construction projects were underway through 
1983 in preparation for independence celebrations in February 
1984. After these were completed, few new large projects were 
started. The construction industry has tightened its belt 
during the last few years awaiting a rebound. Local 
construction companies believe some of the major projects under 
the present five-year plan are finally nearing the tender 
stage. Construction of homes picked up towards the end of 1986 
and 1987 appears to be a good year for the construction 
industry. Government economic planners indicate they expect 
growth in the construction sector to be slow, but not as 


erratic as before, with an average annual growth of 2-4 percent 
a year over the period of the new five-year plan. 


FOREIGN TRADE 


Brunei enjoys a huge, though diminishing, merchandise trade 
surplus due to substantial crude oil and natural gas exports 
and the limited absorptive powers of the small local market. 
In 1985, mineral fuels accounted for 99 percent of Brunei's 
exports. Japan was by far Brunei's most important export 
customer, taking 68 percent of the total, including all of the 
natural gas exported. Following Japan was Singapore with 7.2 
percent, Thailand at 6.5 percent and the United States ranked 
fourth with 5.5 percent by Brunei government statistics. 


Brunei's imports in 1985 came from Singapore (24 percent), 
Japan (19 percent), the United States (15 percent) and Thailand 
(9.2 percent). According to Brunei statistics, the United 
States supplied B$209 million, or at an exchange rate of BS 2.2 
to one U.S. dollar, $95 million. In 1986 U.S. exports to 
Brunei will be even greater because the national airline bought 
three new U.S. aircraft. 
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Brunei's imports encompass all types of manufactured goods 
because there is little domestic manufacturing, and most types 
of foods as well. The agriculture sector has declined, with 
certain exceptions (poultry, some vegetables and fruits) 
because the farming population has been drawn away by well-paid 
jobs in the government and private sector. 


The 1985 statistics show that Brunei's merchandise trade 
surplus continued the decline it began in 1981 because of the 
drop in oil prices. The reduced trade surplus is not causing 
any near-term concern in Brunei because there is still a 
substantial surplus without including income from investments. 
The balance on current account, which is not published, can 
only be even healthier given earnings on Brunei's huge reserves 
that have accumulated through years of surpluses. Brunei does 
not publish any official information of the Government 
reserves, however; one leading weekly newspaper in Asia 
estimated the reserves at $20 billion in mid 1986. Assuring a 
modest ten per cent return on the reserves yields two billicn 
dollars or an additional $8,888 dollars per capita income. 


Official U.S. trade statistics with Brunei are very difficult 
to reconcile with Brunei Government statistics because many 
U.S. products are recorded as being exported to Singapore when 
Brunei is actually the final destination. This report uses 


Brunei government figures. 
WHOLESALE AND RETAIL TRADE 


The wholesale and retail trade follows the construction sector 
in importance according to the number of people employed. The 
1981 census stated 7,363 people were employed in this sector 
compared to 12,644 in construction. Employment has increased 
since then as new shopping stores have opened and existing 
retail outlets have expanded. 


1987 will be remembered as the year retail competition 
intensified in Brunei as a major Asian retail chain, Yoahan's, 
opened its department store in Bandar Seri Begawan. One of the 
existing retail outlets, Hua Ho, opened a second store. 

Klasse, owned by QAF group, modernized one of their two 

stores. In addition, site preparation work is underway for a 
shopping mall, slightly modified from designs commonly used in 
the United States. Industry observers predict the middle sized 
department stores will be squeezed between the large stores and 
the small ones that fill specific market niches. 





BANKING 


This has been a period of consolidation in Brunei's banking 
sector. The Government took over the privately owned National 
Bank of Brunei in November 20, 1986 on charges that $608 
million dollars had been improperly loaned. Later it was 
announced that the institution would never open again. The 
Government of Brunei guaranteed the deposits of all Bruneian 
citizens and residents in the National Bank of Brunei and the 
Hong Kong and Shanghai Bank took over the accounts. The trial 
of the defendants in the case will probably start in August or 
September 1987. 


Soon Citibank will be the only U.S. bank with offices in Brunei 
because Bank of America announced it will close its branches in 
Brunei at the end of May 1987. At present only the Hong Kong 
and Shanghai and the Standard Chartered Banks have extensive 
branch networks in Brunei. 


DIVERSIFICATION OF THE ECONOMY 


Although Brunei's economic mainstay will continue to be oil and 
gas extraction, the government recognizes the need for 
diversification of the local economy. Aside from oil, the 
country is not rich in other resources, although there is 
limited potential in agriculture, forestry, fisheries, and 
silica sand. Commonly discussed small scale industrial 
projects include ceramics, beverages, building materials and 
textiles. 


Brunei plans to reduce its dependence on food imports, now at 
about 90 per cent. One goal is to produce 30 per cent of its 
rice needs. Rice consumption is about 20,000 tons a year and 
comes mainly from Thailand. The nation is self-sufficient in 
vegetables grown in tropical climates but vegetables grown in 
temperate zones must be imported. The demand for fruits grown 
in tropical climates can be met by local production for only 
two months a year. 


One major diversification effort is Royal Brunei Airlines, 
formed in 1974. Royal Brunei Airlines flies to the ASEAN 
nations, Hong Kong, Darwin, and has its sights on other 
destinations. The airline took delivery of three Boeing 757 
aircraft in 1986. 


Brunei's diversification plans are constrained by its small 
market, lack of labor force, isolation, and high salary 
structure. 





FORECAST 


Quantitative forecasts for the Brunei economy are not 
available. The Government issues no forecast and there are no 
private institutions that announce the results of any studies 
they undertake. The Embassy bases its forecast of four percent 
growth for 1987 on conversations with bankers, traders and an 
analysis of the five year plan. Local sources believe that 
Government spending in 1987 will increase as contracts for the 
five year plan are concluded. These same sources believe 1988 
will be a good year as government spending reaches a peak 
during this five year plan cycle. 


In the oil sector, indications are the spending will stay at 
present reduced levels for a few years until Brunei Shell needs 
to develop fields not yet in production, such as the Iron Duke 
field. With the government's policy of holding down production 
in order to conserve energy resources, the main variable in GDP 
determination will be oil prices. The Embassy projections for 
Brunei in 1987 are done on the basis of an average oil price of 
$18 a barrel. Forecasts in other sectors are difficult, but 
observers believe construction will improve in 1987 over 1986, 
retail sales will increase, and government spending will edge 
upwards. 


IMPLICATIONS FOR THE UNITED STATES AND BEST PROSPECTS 


Opportunities for U.S. businessmen do exist in Brunei, but with 
a population of only 224,000, the market simply is not big 
enough to for some U.S. exporters. There are several 
interesting major projects under consideration, including 
stadium projects for the 1991 ASEAN Games, a proposed new 
university, a convention center, and housing programs. These 
major projects are very competitive and the road to landing a 
contract in Brunei is long and difficult. More information 
about these projects may be obtained from the Major Project 
Division of the United States Department of Commerce in 
Washington DC. 


BEST PROSPECTS 


A) U.S. Agriculture Products: Brunei's affluent population is 
a small but solid market for U.S. agricultural products. 
Brunei presently imports U.S. apples, grapes, chickens and 
chicken parts, canned foods and other items. The intensified 
retail competition previously mentioned in the wholesale and 
retail section is creating opportunities as retail outlets 
experiment with new foods to broaden their customer base. Food 
tastes are changing in Brunei as citizens and residents return 
from travel abroad and seek food products not commonly 
associated with this market. In addition, there is a 
considerable expatriate community in Brunei. 
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The U.S. Embassy in Brunei works very closely with the U.S. 
Agricultural Trade Office in Singapore to assist U.S. exporters 
of agricultural goods to enter the Brunei market. Promotional 
events include USA food week programs at leading supermarkets 
and grocery stores in Brunei plus food festivals at a local 
hotel and private club. From October 16-18, 1987 the US 
Embassy and the U.S. Agricultural Trade Office will have a 
large stand in a three day agricultural exhibition. U.S. 
exporters of agricultural products and well as manufacturers of 
machinery, equipment and supplies are invited to contact the 
U.S. Embassy in Bandar Seri Begawan regarding a program whereby 
for a very modest fee U.S. firms may have their products, 
equipment, or catalogs displayed at the exhibition. 


Competition in the food sector is keen. Australian firms 
actively pursue this market and have an advantage in freight 
rates. European firms are also active. Complicating the 
picture is the practice of many local companies to deal through 
Singapore where a wholesaler will consolidate a wide variety of 
products into a one or two container shipment to Brunei. 


B) Franchises: Although U.S. franchises are in the neighboring 
nations of Singapore and Malaysia, no franchises have yet 
opened in Brunei. While the market is limited by the small 
population, the high per capita disposable income of Bruneians 
makes this nation a good prospect. Local businessmen are 
contacting the Economic/Commercial Section about possible U.S. 
franchises. The Department of Commerce has scheduled a trade 
mission to Brunei with this theme in 1989. 


C) Educational Materials: Education is emphasized in the five 
year plan. The present operating budget of the Ministry of 
Education is $100 million, a considerable sum of money since it 
does not include any land acquisition or building costs. There 
are 176 schools in Brunei, 133 belonging to the government and 
43 private schools. The latest statistics state that there are 
64,090 students and 4,087 teachers in Brunei. A low cost way 
for U.S. exporters to participate in this market is through the 
USDOC catalog exhibition that will be held in Brunei in August 
1987. 


One problem that faces U.S. companies that wish to export to 
Brunei is the perception, often based upon unfortunate 
examples, that U.S. firms are not interested in supplying a 
small market like Brunei and are not responsive to telex 
messages or letters. 


US exporters with questions about opportunities in Brunei 
should call the country desk in the U.S. Department of Commerce 
in Washington DC or write the U.S. Embassy (P.O. Box 2991, 
telex BU 2609) in Bandar Seri Begawan, Brunei. 

















